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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official answers of 
the board of examiners. They represent merely the opinions of the editor of 
the Students' Department.]
Examination in Accounting Theory and Practice—Part I
November 16, 1933, 1:30 P.M. to 6:30 P.M.
Answer problems 1, 2 and 3 and either problem 4 or problem 5.
On January 1st the inventory at market values of working cattle and live 
stock on a plantation in the West Indies was as follows:
No. 3 (20 points):
Unit
Number price Amount
Work animals (bulls and oxen).................. ........  1,588 $ 52 $ 82,576
Horses............................................................. ........  16 120 1,920
Cows............................................................... ........  274 30 8,220
Heifers............................................................ ........  137 20 2,740
Young bulls................................................... ........  220 30 6,600
One year heifers (under two years)........... ........  82 15 1,230
One year bulls (under two years)........................  127 20 2,540
Bull calves (under one year)....................... ........  137 10 1,370
Heifer calves (under one year)................... ........  114 10 1,140
Breeding bulls............................................... ........  6 150 900
Together................................................. ........  2,701 $109,236








3 bull calves 
Found—
8 work animals
12 bull calves (new)
5 heifer calves (new)
Purchased (all on hand at the end of the 
year)—
120 work animals at $45







During the year 73 heifers were reclassified as cows and 175 young bulls as 
work animals. All of them were on hand at the end of the year.
The market values remained the same throughout the year except that work 
animals were worth $43 a head at the end of the year.
Prepare:
1. A columnar statement showing opening and closing inventories with 
number, unit price and value, together with all numerical changes during 
the year, making such further adjustments as may be necessary.
2. A statement showing the amount of the opening inventory, the amounts 
of increases through appreciation, purchase, birth, etc., and of decreases 
through reduction in market value, sales and losses, thus arriving at the 
amount of the closing inventory.
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No. 4 (20 points):
In preparing a balance-sheet, to be used in proposed refinancing of a company 
engaged in the production of wine, which has maintained rather incomplete 
records, what amount would you use as the value of finished wine on hand, on 
the basis of the following data?
With respect to the inventory of wine on hand you are able to determine the 
following:
(1) The average cost of grape juice was $1.55 per gallon, which approximates 
present market.
(2) The average cost of brandy, of which 5 gallons were used per 50 gallon 
barrel of finished wine, was $3.75 per gallon.
(3) Filtration loss was stated to be, in the aggregate, about 4 gallons to each 
50 gallons—the federal government allows 6%.
(4) The total labor cost to produce 40,000 gallons in one year was $18,000.00.
(5) The cost of a 50 gallon barrel was $5.50.
(6) The plant overhead was about ⅓ of the labor cost.
(7) Shrinkage averaged about 1% per annum.
(8) Carrying charges averaged about 6% per annum.
(9) Of the 20,000 gallons of wine on hand, 5,000 gallons were 15 years old and 
15,000 gallons were 6 years old.
Submit a work sheet and explain your reasoning.
Solution:
Statement showing the number of gallons of grape juice and brandy neces­
sary to produce the 20,000 gallons of wine on hand.











Gallons of finished wine before shrinkage
Deduct: brandy (of which 5 gallons were
15,957.45 5,882.35 21,839.80
used per 50 gallons of finished wine)—
10%......................................................... 1,595.75 588.23 2,183.98
Gallons of filtered grape juice.................
Filtration loss—(4 gallons to each 50
14,361.70 5,294.12 19,655.82
gallons)—8% (8/92 of line 5)............. 1,248.84 460.36 1,709.20
Gallons of grape juice.............................. 15,610.54 5,754.48 21,365.02
Statement showing cost of old wine
Grape juice, $1.55 per gallon:


















Plant overhead—⅓ of labor cost...........
Barrels—$5.50 each—(50 gallon capac­
ity):
320 bbls. for 15,957.45 gallons...........
118 bbls. for 5,882.35 gallons...........
6 year old 
$2,393.62
1,760.00






Total cost........................................... $41,514.87 $15,303.71 $56,818.58
Carrying charge 6% per annum............ 14,945.35 13,773.34 28,718.69
Inventory value................................ $56,460.22 $29,077.05 $85,537.27
Notes.—The shrinkage averaged 1% per annum, and should not be computed 
on the annual reduced gallonage.
It is assumed that the wine is barrelled at the time it is finished, and that it is 
aged therein. Hence, the number of barrels used in costing the wine is based 
upon the quantity of wine finished.
No. 5 (20 points):
“A” opened a store on January 1, 1908, with a capital of $10,000. After 
deducting a reasonable salary for himself his profits, which were permitted to 
remain in the business, were as follows:
1908...................... $15,000 1913.................... $ 10,000
1909...................... 20,000 1914..................... 150,000
1910....................... 30,000 1915..................... 50,000
1911...................... 40,000 1916..................... 100,000
1912....................... 60,000
On January 1, 1917, he incorporated, and received for the net assets in the 
business the entire capital stock of the corporation, consisting of common stock 
of a total par value of $485,000.
On January 1, 1928, the company was reorganized. “A” received $1,000,- 
000 of 6% cumulative preferred stock of $100 per share and 50,000 shares of no­
par-value common stock of $485,000 stated value.
In the period from January 1, 1917, to December 31, 1927, the company had 
acquired for $500,000 the land and building which it occupied. On January 1, 
1928, the property was appraised at $600,000 and this value was placed on the 
books of the reorganized company.
(a) Immediately following the reorganization on January 1, 1928, “A” sold 
one-half of his preferred stock for $500,000. What taxable profit or deductible 
loss for federal income-tax purposes did he realize from the sale?
(b) In 1930 the corporation exchanged its land and building for property in 
another neighborhood. The new property had a value of $600,000. Deprecia­
tion for 1928 and 1929 on the old building amounted to $5,000. What profit or 
loss for federal income-tax purposes was realized from this exchange?
Note.—Under the 1917 income-tax law goodwill was allowed as invested 
capital and should be considered in determining the value of the company’s 
shares. In computing the goodwill as of any date, use invested capital and 
profits for the preceding five years, allow 8% return on the average capital and 
capitalize the balance of profit on the basis of 15%.
219
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Solution:
(a) When “A” sold the assets of his business to the new corporation on 









Year of year tal—8% profits capitalized
1908........................ ...................... $ 10,000 $ 800 $ 15,000 $ 14,200
1909........................ ...................... 25,000 2,000 20,000 18,000
1910........................ ...................... 45,000 3,600 30,000 26,400
1911........................ ...................... 75,000 6,000 40,000 34,000
1912........................ ...................... 115,000 9,200 60,000 50,800
Totals..................................... $270,000 $21,600 $165,000 $143,400
The remaining profits, after deducting 8 per cent of the invested capital, 
should be capitalized at 15 per cent., to obtain the value of the goodwill.
Goodwill ($143,400÷15%)............................................... $ 956,000
Investment at January 1, 1908........................................ 10,000
Profits left in the business:





Value of the capital stock of the corporation at the date 
organized, January 1, 1917........................................ $1,441,000
But how is the value of $1,551,000 to be apportioned to the preferred and 
common stock received in the non-taxable reorganization of January 1, 1928? 
While it is true that a market price for the preferred stock was set when one- 
half of the total issue was sold immediately after January 1, 1928, there are no 
data given in the problem as to the market price of the common. Without this 
information an apportionment is impossible.
Therefore, no taxable profit or deductible loss for federal income-tax purposes 
was realized from the sale of the preferred stock by “A ”, and further, none will 
be realized until, “out of the proceeds of sale shall have been recovered the 
entire cost ($1,441,000) of the original property.” (For a discussion of this 
point see B.T.A. 21, page 636.)
(b) When the corporation in 1930 exchanged its land and building for 
property in another neighborhood, no taxable profit or deductible loss 




Examination in Accounting Theory and Practice—Part II
November 17, 1933, 1:30 P.M. to 6:30 P.M.
Answer problems 1, 2, 3 and 4 and two of the problems 5, 6 and 7.
No. 1 (23 points):
The “A” Corporation (New York), with a branch in Philadelphia has a 
wholly owned subsidiary, the “B” Corporation, which was forced into bank­
ruptcy on June 30, 1933. The creditors of “A” corporation formed a commit­
tee, following the application by the Dexter National Bank, Philadelphia, 
against its loan, of the company’s balance of cash on deposit with the bank.
The following trial balances after closing, June 30, 1933, and other data were 
furnished to the committee by the company:
“A” Corporation (New York books)
Cash—New York Trust Co. $ 1,524 
Securities, at cost (pledged) 14,650
Furniture and fixtures. . . . 1,000
Capital stock—“ B ” Corp.. 7,500
Advances—“B”Corp........  14,640
Advances—Phila. branch.. 15,680
Deficit—per books.............  2,506
Notes payable—






The pledged securities have a market value of $5,200 and the furniture and 
fixtures an appraised value of $300.
Philadelphia branch (Philadelphia books)
Cash—Dexter Nat’l. Bank, 
Philadelphia, per bank 
statement............. $ 1,580
Accounts receivable...........  10,000
Merchandise inventory, 
June 30, 1933....... 9,500
Furniture and fixtures. . . . 7,500




Due to “A” Corp............... 15,680
$37,090 $37,090
The sale of the assets should realize the following: accounts receivable $6,200; 
merchandise $4,675; furniture and fixtures $2,500.
The cost of liquidation for New York and Philadelphia should be about 
$4,000.
Receiver and trustee administrative expenses are estimated at $5,000. 
Cheques for $4,520 to merchandise creditors, on which payment was stopped 
when bank applied cash on deposit against its loan, have not been adjusted on 
the above trial balance.
221
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“B” Corporation—Alleged bankrupt 
Assets are at estimated realizable value
Accounts receivable........... $ 5,582
Land and building..............  9,860
Merchandise inventory,
June 30, 1933................... 7,500
Furniture and fixtures. . . . 1,230
John Doe, president—loan 
account......................... 300
Deficit................................... 34,388
Overdraft—Camden bank. $ 1,600
Loan payable—Camden 
bank...................... 7,000
Store wages payable........... 540
Office salaries payable. . . . 200
Executive salary payable—
President.................. 1,800
Mortgage payable..............  12,000
Mortgage interest accrued. 240
Real estate taxes payable.. 530




The salary of John Doe, the president, is $6,000 per annum. The store 
wages and office salaries are for the two weeks ending June 30, 1933. The 
“A” Corporation is guarantor on the mortgage and “ B ” Corporation is on the 
mortgage bond.
Having engaged your services, the committee has instructed you to prepare, 
from the above information, statements showing (a) the probable amount 
which should be available for unsecured claims against “B” Corporation, and 
(b) the probable amount which should be available for creditors of “A” Cor­
poration in the event of liquidation.
(For solution see pages 222 and 223)
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